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BUYING & SELLING PERIODS 
P ROBABLY the two most important points to remember regarding investments 


are: 1, There are no safe permanent investments; and 2, Buy at the bottom 
and sell at the top. To most people these two points may seem so fundamen- 
tally simple that they need not even be mentioned, On the other hand, in most real 


estate and stock sales (for investment purposes) half of the participants are guessing 
wrong, 


In stock market transactions there is a much greater possibility of being hurt than 
in real estate because the stock market moves so much more rapidly than the real es- 
tate cycle, In fact, the real estate cycle moves so slowly that for hundreds of years 
no one knew it even existed, 


In 1935 we published what we believe was the first national real estate activity 
chart in the United States, A short time after that Roy Wenzlick’s book, “The Coming 
Boom in Real Estate,” was published, In that book appeared the chart, Buying and 
Selling Periods for Real Estate, that is brought up to date on pages 102 through 105, 
A glance at this chart shows that successful operations in the real estate market do 
not require the rapid maneuvering that is sometimes necessary in playing the stock 
market. The long slow swings of the real estate cycle give investors plenty of time 
to get in, and out, 


It was late in 1933 when we began advising our clients to buy real estate, pointing 
out to them what had taken place in the past and outlining to them the changes that 
have taken place since then, 


A few months ago we began to advise our clients to sell most types of real estate, 
particularly older residences, Now, due to recent developments on the international 
scene, we advise a watchful waiting, do nothing policy, If you don’t own real estate, 
don’t buy. If you own, don’t sell, Wait and see which way the cat hops, If a war be- 
tween the United States and Russia breaks out, there will be another fearful round of 
inflation and real estate should be bought as a partial hedge against this inflation, If 
this war does not break out (and we believe this to be more probable) then inflation 
will begin to slacken and real estate should be sold, (Roy Wenzlick’s current “As I 
See It” Bulletin amplifies these remarks considerably.) 


The point is this - real estate owners need not be in a big hurry to sell, The 
cycle will give them time to get out, and by the same token, if war does come, the 
cycle will not start its upswing too quickly for those who want to get aboard, Unless 
one knows, or has a very good idea where he’s going, there’s not much use in starting 
out, and at this reading it is decidedly unsafe to guess which way the market will go, 
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WHO HAS THE COURAGE 2 


HILE both political parties have taken a few tentative swipes at the na- 
tion’s high taxes, and at this writing seem to have passed a substantial 


tax cut, neither of them has had the courage or foresight to grapple di- 
rectly with the problem, 


Wound tightly into the core of our tax dilemma is the benevolent attitude of the 
Federal government toward the citizens of the country. Each year since 1932 has 
seen an increase in government paternalism and government spending and now, after 
sixteen years, the public’s first reaction to anything that it considers “wrong” is to 
call on the government to “do something” about it, 


One of the most important issues facing the nation today is this question of gov- 
ernment assistance, For the past sixteen years the trend has been toward more 
assistance, more spending and more taxation, This course inevitably leads to a 
bigger, more strongly centralized government, It results in the concentration of too 
much power in the hands of a comparatively small group, 


Have we any reason to expect the people to vote away these pseudo benefits they 
receive? So far they have shown no inclination that they will, If they won’t give up 
government assistance during the biggest boom in our history, is it logical to believe 
that they will give it up after the boom is over? On the contrary, they will prob- 
ably demand more help, thereby burdening the country (and in the long run them- 
selves) with still greater taxes, more Stringent restrictions, and a more powerful 
central government, 


There are two chances to stop this march from democracy to bureaucracy: 1, 
abolition or repeal by the party in power of all but the most fundamental activities of 
democratic government; and 2, gradual education of the general public as to the true 
nature of the free enterprise system, The first alternative would no doubt result in 
political suicide for the party in power and, therefore, is a forlorn hope, The second, 
while not so quick a remedy, offers the greater chance of lasting success, Business, 
both big and small, has for the most part been sadly lacking in statesmanship and pub- 
lic relations, The true story of free enterprise should be told by every advertising 
medium available from now on until the public realizes that it is the best social and 
economic system our world has ever devised and that, while it has its shortcomings, 
it is a comparatively new concept and will overcome those shortcomings if given a 
chance, The real fight against communism and socialism should not be made by the 
government, It should be made by the business men of America, 


The chart on the opposite page shows the enormous Federal tax burden carried 
by the people of the country, Total internal revenue collected in 1947 amounted 
to $271 per capita, or over $970 per family, The annual report of the Commis- 
sioner of Internal Revenue from which these figures were taken makes interesting, 
if not exciting reading. The government leaves few stones unturned in its quest 
for the taxpayer’s money. In addition to the “normal” sources of revenue, there 
are also taxes on pinball machines, bowling alleys, matches, adulterated butter, 
electric signs, phonograph records, electric light bulbs, and even on opium and 
marihuana, 
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WHY HIGHER INTEREST RATES 2 


HE chart on page 100 shows the public and private debt in the United States from 

1916 through 1946, In order to avoid duplication, the following debt factors have 

been excluded: 1, deposit liabilities of banks and amount of bank notes in circu- 
lation; 2, value of outstanding policies and annuities of life insurance companies; 3. 
short-term debts among individuals and unincorporated nonfinancial business firms; 
and 4, authorized but unissued or outstanding but reacquired corporate bonds, 


In 1939 the total public and private debt was $185 billion, Of this total, only $42.6 
billion (23 per cent)was Federal-debt, With the beginning of the Second World War, 
our Federal debt started to increase rapidly and by 1945 had risen to approximately 
$253 billion, representing 62 per cent of the total public and private debt, 


One of the most provocative aspects of our large Federal debt is the influence the 
management of this debt has on interest rates, The government has been the strongest 
advocate of low interest rates in order to keep the interest charge on the public debt 
as low as possible, and because it feels that low interest rates encourage borrowing 
for launching new industries and expanding existing ones, 


For the most part, investors are not drawn by the extremely low rates paid by the 
government, but insofar as commercial banks are concerned the rate is of secondary 
importance, The inducement for banks to purchase governments does not lie in the 
rate but in the fact that by increasing their reserves (on credit) they can increase the 
volume of bank loans, While this arrangement is, therefore, quite satisfactory to the 
commercial banks and to the government, it is nevertheless responsible for a large 
part of our present inflation, Low interest rates may offer some inducement for 
business to expand, but they certainly have the opposite effect on investors, Conse- 
quently, inflationary bank loans have financed a great deal of our recent and present 
business expansion because the low interest rates, while attractive enough to the 
banks, do not offer sufficient reward to bring investors into the market on the scale 
necessary to finance these expansions, 


Marriner Eccles was one of the few government officials with the courage to voice 
his convictions when he said in a Federal Reserve Bulletin over two years ago: 


« ,.it is important to point out that so long as the public debt 
continues to be monetized through the purchase of government 
securities by the banking system, the supply of money will con- 
tinue to increase, thus tending further to reduce the interest 
rate on Savings and investment funds, The resultant pressure 
of an increasing money supply and of lower interest rates is 
bound to have a further inflationary effect upon all capital 
assets and to increase the difficulty of holding down the cost 
of living.” 


Shortly after this statement by Mr, Eccles, the government put forth rather 
cautious measures to prevent any further drop in interest rates and talked some 
about limiting or contracting bank credit, Manipulation of the bond market must be 
well thought out and should proceed slowly, as too rapid a rise in the interest rate 
will endanger the capital and reserve of many commercial banks, 
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EARNINGS ON 30- FAMILY APARTMENT 


* 


NET INCOME & RATE OF NET RETURN 
30-FAMILY REINFORCED CONCRETE APARTMENT 
ONSTR 


fT 
M 
L| 
L| 


-ONS UCTION COSTS, RENTS, EXPENSES 
NET INCOME, DEPRECIATION AND NET 
RETURN ARE ESTIMATED FOR THE THIRTY 
MILY APARTMENT BUILT NEW EACH 
YEAR FROM !913 TO DATE 





+ RATE OF RETURN 








6% RATE OF 
RETURN ASSUMED 






o ~ 
PERCENTAGE 


e 


NET INCOME 
AFTER 
DEPRECIATION 


L a © 
~ 


INCOME, EXPENSE, AND NET INCOME ~+ 
30-FAMILY REINFORCED CONCRETE APARTMENT 


CONSTRUCTION COSTS, RENTS, EXPENSES, NET 
NCOME, DEPRECIATION AND NET RETURN ARE 
ESTIMATED FOR THE THIRTY FAMILY APART 
MENT BUILT NEW EACH YEAR FROM i913 TO DATE 









100% RENTAL SCHEDULE 


VACANCIES & 
CONCESSIONS 


our thirty-family fireproof apartment 

building has increased over 104 per 
cent, The cost in February 1948 was $276,781, 
compared to $135,095 in 1939, Cubic costs 
approximate 91¢ and square foot costs now run 
about $12.95. High building costs, coupled 
with continuing rent controls on older prop- 
erties, are making apartment construction in- 
creasingly risky. 


S INCE 1939 the construction cost of 


This building was discussed in the March 
31, 1947, and September 30, 1947, issues of 
the Real Estate Analyst, General specifica- 
tions were given in the first issue, 


Although the St, Louis costs will not apply 
to other metropolitan cities, we believe that 
the variations in cost from year to year will 
be applicable to most of the larger urban cen- 
ters, 


In order to realize a 6 per cent net return 
after depreciation, the building would have to 
carry a rental schedule of $42,170, This 
schedule makes no vacancy allowance, and 
figures down to $34.45 per room for shelter 
rent, one garage space, heat, water, janitor 
service, stove and refrigerator. 


This very optimistic schedule cannot be 
maintained for more than a few years, As the 
housing shortage draws to a close, vacancies 
and the competition of older buildings will 
force drastic rent reductions, Thus, while 
the rent schedule is undergoing this double at- 
tack, operating costs and fixed costs will be 
decreasing very slowly and the financing costs 
will be decreasing none at all, 


The fact that the government is in the 
picture with its 608 loans does not change the 
economics or the arithmetic - actually 608’s 
are much less sound than the regular run-of- 
the-mine uninsured loans, The fact that 608’s 
are government guaranteed simply transfers 
the bulk of the risk from the mortgage lender 
to the taxpayers - and adds nothing to the fun- 
damental unsoundness of long-term thin equity 
financing in today’s market, 
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INSURANCE COVERAGE & REPLACEMENT COSTS 


HILE exact data are not available, we think that most property in the 

country is underinsured when present replacement costs are considered, 

This failure on the part of many property owners to insure to value be- 
comes particularly risky where coinsurance is involved, A building insured up to the 
coinsurance requirements in 1946 is probably not up to those requirements today, 
Every increase in replacement costs not covered by additional insurance is an in- 
creased risk the owner assumes, 


A great many property owners, particularly those who have not had to build or 
buy during the present boom, view high construction costs as something that happens 
to the other fellow and may at times be prone to congratulate themselves on their 
foresight in buying when the price was “right,” Actually this nonchalant frame of 
mind is one few can afford as it is generally accompanied by a parsimonious or ex- 
tremely optimistic attitude toward insurance coverage, 


Since 1939 replacement costs have risen tremendously, The chart at the top of 
the opposite page shows that in order to get the same protection a $1,000 policy gave 
in 1939, it is now necessary to carry a $2,200 policy. 


The chart in the center of the opposite page shows the swift fall in the value of 
the construction dollar, Assuming that the 1939 construction dollar was worth 100¢, 
today’s construction dollar is worth only 45¢,. Therefore, the $1,000 spent for 
construction in 1939 is worth only $450 today. To go one step farther, the $1,000 
fire and tornado policy taken out in 1939 is a $450 policy today. Face value hasn’t 
changed, but the protection has fallen alarmingly. 


The chart at the bottom of the opposite page shows the annual fire loss in the 
United States from 1913 through 1947, The National Board of Fire Underwriters points 
out that in 1947 fire losses in this country were nearly 75 per cent greater than the 
estimated property damage in Great Britain during two years of Hitler’s air blitz, 


Coinsurance clauses, if properly covered and thoroughly understood, can save the 
insured a tidy sum in premiums, On the other hand, there are few factors of the in- 
surance business that are as universally misunderstood, A coinsurance clause is a 
warranty attached to your policy stating that you will keep your property insured up to 
a certain percentage (80 and 90 per cent are most used) of its value throughout the life 
of the policy. If you do this you are reasonably safe, On the other hand, if you are not 
insured up to your coinsurance requirements, say 80 or 90 per cent of the replacement 
cost, the company is obligated to pay you only that percentage of the face value of the 
policy that coincides with the relationship between the coverage and the required 
coverage, In other words, if your building is worth $10,000, you would be required 
to carry $8,000 insurance under an 80 per cent coinsurance clause, Suppose you 
only carried $4,000 insurance and suffered a $2,000 fire. The company would be 
obligated to pay you only $1,000. You carried only half of the insurance you were 
required to carry, so the company is obligated for only half the loss. 


We offer this, not from the standpoint of insurance experts, but in keeping with our 
principle of keeping our clients well informed on all factors influencing real estate. 
We believe that most fire and tornado coverages will bear looking at. 
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REAL ESTATE TRANSFERS IN PRINCIPAL CITIES 
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